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The Baca Location No. 1 (the Baca Ranch) is a privately owned ranch
covering almost 95,000 acres in northern New Mexico that the Department
of Agriculture’s Forest Service (the Service) wants to buy because it
contains a diversity of natural features—including volcanic and geothermal
features and a scenic setting—and is almost completely surrounded by the
Santa Fe National Forest.

To establish a price for the ranch, the owners commissioned an appraisal of
the property and the Service reviewed the appraisal to assure that it
complied with federal appraisal standards, which address the principles
applicable to appraising property for federal acquisition.* The owner’s
appraisal was done by certified appraisers and completed in September
1998; it identified and evaluated sales of ranches that it considered to be
comparable to the Baca Ranch and concluded that the property’s fair
market value was $1,061 per acre, or $101 million in total. In order to
facilitate its review of the appraisal, the Service commissioned a market
study by another certified appraiser—completed in June 1998—that also
identified and evaluated sales of ranches that it considered to be
comparable to the Baca Ranch. The market study was not intended to be an
appraisal of the Ranch’s value and did not include an inspection of the
Ranch. Two Service appraisers used the market study when they reviewed
the owner’s appraisal, and in September 1999, they found that the appraisal
met federal standards and approved it. In October 1999, the Service and the
owners signed a purchase agreement for the appraised value, and in
November 1999, the Congress appropriated $101 million for the purchase.

'See Uniform Appraisal Standards for Federal Land Acquisitions, Interagency Land
Acquisition Conference (1992). These standards were prepared to promote uniformity in the
appraisal of real property among the various agencies acquiring property on behalf of the
United States. The Interagency Land Acquisition Conference is chaired through the
Department of Justice and composed of representatives of many federal agencies that
acquire land.
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The Appropriations Act for the Department of the Interior and Related
Agencies for fiscal year 2000° provides that the Service can use these funds
to buy the ranch when three conditions are met: (1) the Congress enacts
legislation authorizing its acquisition, (2) GAO reviews the appraisal, and
(3) GAO issues a report on the results of its review. The act requires us to
issue our report within 90 days of its enactment. This report discusses the
extent to which the value established by the owner’s appraisal was
consistent with the comparable property sales data presented in the
appraisal and in the Service’s market study and other key factors that
influenced the appraisal’s final outcome.

To determine whether the appraised value is consistent with data on
comparable sales and what key assumptions were used, we examined the
owner’s appraisal, the Service’s appraisal review report, and the Service’s
market study. We also contracted with E. Nelson Bowes—an independent
and certified appraiser in Denver, Colorado, who has over 30 years’
experience in appraising properties, including recreational and other
investment real estate, and who has worked with various government
entities—to conduct a desk review of the appraisal. His review included
determining whether the appraisal is consistent with professional
standards and his professional opinion on whether the data in the appraisal
support its value conclusion; he did not reappraise the property or visually
inspect it or the comparable properties. We also provided him with the
Service’s market study for his consideration in reviewing the appraisal.
Because we were told by the owner’s representative that the property was
inaccessible due to winter conditions during the 90-day window of the
mandate—November 29 through February 27—neither we nor our
independent appraiser visited it during our review. We conducted our
review from December 1999 through February 2000 in accordance with
generally accepted government auditing standards.

?Public Law 106-113 (Nov. 29, 1999).
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Results in Brief

Although the owner’s appraisal of the Baca Ranch’s value complied with
federal appraisal standards, the appraised value is higher than supported
solely by sales of comparable properties presented in the appraisal and in
the Service’s market study because it reflects a premium. In arriving at a
value, the owner’s appraisal identified sales of 16 large ranch properties
located in New Mexico and Colorado that it considered comparable to the
Baca Ranch in one or more ways, such as location, topographical features,
and usage. On the basis of professional judgment, the owner’s appraisers
relied heavily on two higher-valued properties (with prices of $880 per acre
and $1,395 per acre),® which were considered most comparable in terms of
location and usage, to estimate the Ranch’s value of $101 million. Because
the appraisers relied on high-valued properties to establish the Baca
Ranch’s value, that value reflects a premium over what it would be if it
were computed on the basis of all 16 comparable sales; for example, using
a weighted average of these sales results in a value that is $37 million less
than the appraised value. In reviewing the owner’s appraisal, the Service’s
chief appraiser examined the data in the appraisal and in the Service’s
market study. He told us that he had questions about the value in the
owner’s appraisal until he made a visual inspection of the property, which
led him to agree that a premium value was warranted because of the
property’s unique size, beauty, and physical characteristics.

The Service's market study presents data on sales of 11 comparable
properties (4 of which are also used in the owner’s appraisal) that also
support a range of lower values for the Baca Ranch—the high end of which
was still $37 million less than the appraised value. Furthermore, our
independent certified appraiser similarly found that the appraised value
was higher than supported by information in the appraisal, which showed
that some of the low-valued properties had similar physical characteristics
and were comparable to the Baca Ranch. However, because he did not
reappraise the property, he did not estimate what the Baca Ranch'’s value
should be. On the basis of our analysis of the comparable property sales
data presented in the owner’s appraisal and in the Service's market study;,
the government would be paying a premium for the Baca Ranch if the value
in the owner’s appraisal is used to establish its price.

*The appraiser adjusted the actual sales prices to account for changes in land prices over
time.
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Background

Federal appraisal standards require that property to be acquired by the
federal government be appraised at fair market value. According to the
standards, the fair market value is the amount for which a property would
be sold—for cash or its equivalent—by a willing and knowledgeable seller
with no obligation to sell to a willing and knowledgeable buyer with no
obligation to buy. Determining the fair market value requires the appraiser
to first identify the property’s “highest and best use,” defined as the use that
is physically possible, legally permissible, financially feasible, and
maximally profitable for the owner.

To comply with federal appraisal standards, appraisers must then use one
or more of three accepted valuation approaches: the sales comparison
approach, which estimates a property’s value by comparing it with
comparable properties that have been sold; the income approach, which
estimates a property’s value by applying a capitalization rate to its potential
net income; and the cost approach, which estimates a property’s value by
adding the estimated value of the land to the current cost of constructing
replacements for any improvements (such as buildings) less depreciation
on those improvements. The sales comparison approach is generally
considered to be the most reliable when sufficient market data are
available. It considers various factors—such as the location, size and other
physical characteristics, and uses of the properties—to estimate the extent
of comparability between the property being appraised and the comparable
properties. A property’s size is one of the physical characteristics
considered when determining the extent of comparability between two
properties; other things being equal, smaller parcels of land tend to have
higher per-acre values than larger parcels. On the basis of the prices of the
properties that are judged the most comparable, the appraiser then
estimates the value of the property being appraised.

Federal appraisal standards also require, among other things, that
appraisers collect, verify, analyze, and reconcile available data; identify and
consider appropriate market information; use all pertinent information in
developing the appraised value; and report their analyses, opinions, and
conclusions clearly and accurately in a manner that is not misleading and
that contains sufficient information to allow users of the report to
understand it properly. The standards generally address appraisal
procedures and documentation rather than outcomes; different appraisers
can consider the same data and follow the same methodology but develop
different estimates of appraised values, because they apply different
professional judgments, and still comply with the standards. The federal
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standards also state that it is essential for appraisers to visually inspect the
properties that they are appraising, as well as properties used as
comparisons.

Data on Comparable
Sales Support a Lower
Value for the Baca
Ranch

While the September 1998 owner’s appraisal is consistent with federal
appraisal standards, it presents data on comparable ranch properties that
support a value for the Baca Ranch that is lower than $101 million. The
appraisal used the sales comparison approach because the property, which
the appraisers considered to be a “trophy ranch” that is used primarily for
recreation, produces relatively little income and has relatively few building
improvements. The appraisal process first considered over 50 sales of
properties as possible comparable sales, then narrowed the number to 16
large ranch properties located in New Mexico and Colorado that were more
comparable to the Baca Ranch. These 16 properties had per-acre prices
(adjusted to account for changes in land prices over time) ranging from
$2,908 for 5,800 acres to $196 per acre for 90,000 acres (the only property of
the 16 that is approximately the same size as the Baca Ranch). Figure 1
shows the time-adjusted price per acre and the total acres for each of the 16
ranches, the weighted average price per acre, and the appraised value of
the Baca Ranch.
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Figure 1: Price per Acre v. Total Acres for All 16 Comparable Property Sales

Included in the Owner’s Appraisal, the Weighted Average Price per Acre for These

Sales, and the Appraised Value of the Baca Ranch
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= = = Weighted average of comparable properties in owner's appraisal ($671 per acre)

We computed the weighted average per-acre price for all 16 comparable
ranches presented in the appraisal to be about $670 per acre.* Although a
weighted average does not reflect all of the factors affecting a property’s
value, it shows that, on average, the value of the comparable properties is
about $390 per acre lower—and $37 million lower, in total—than the
appraised value of the Baca Ranch.

The appraisal further narrowed its consideration of comparable sales to
five properties. Although these five properties were much smaller in size
than the 95,000-acre Baca Ranch (they range from about 4,000 to about
32,000 acres), the appraisal considered them to be the most relevant on the
basis of other factors, such as the date of sale, location, physical
characteristics (other than size), and diversity of use. The appraisal

“For the properties that the appraiser had not already adjusted, we adjusted the sale prices
to reflect an increase in land values of 4 percent per year so that these data would be more
comparable to those presented in the appraisal.
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analyzed the comparability of each of the five properties to the Baca Ranch
and assessed four to be inferior and one to be superior. To account for
changes in land prices over time, the appraisal adjusted the actual sales
prices to their 1998 equivalents by applying an adjustment factor of 4
percent per year, resulting in a per-acre price range from $593 per acre to
$1,395 per acre. The appraisal estimated that the Baca Ranch’s value fell
between the values of two properties that were most comparable to the
Baca Ranch in terms of location and usage and that were also the highest of
the five properties in price per acre: the superior property, which had a
time-adjusted value of $1,395 per acre (for about 11,000 acres), and an
inferior property, which had a time-adjusted value of $880 per acre (for
about 32,000 acres). The appraisal calculated the Baca Ranch’s value by
assigning 85 percent of the per-acre value to the most comparable superior
and inferior properties (40 percent and 45 percent, respectively) and the
remaining 15 percent to the three lower-valued properties (5 percent each),
resulting in the appraised value of $1,061 per acre for the Baca Ranch. By
relying on the two high-valued properties, the appraisal resulted in a per-
acre value that reflects a premium over what it would have been had it been
computed on the basis of all 16 sales of comparable properties. Figure 2
shows the price per acre and the total acreage of the five properties that the
appraisal classified as most relevant and the appraised value of the Baca
Ranch.
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Figure 2: Price per Acre v. Total Acres for the Five “Most Relevant” Comparable

Property Sales Included in the Owner’s Appraisal, and the Appraised Value of the

Baca Ranch
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In reviewing and approving the Baca Ranch appraisal and the appraised
value, two review appraisers in the Service verified that it was complete
and accurate, that its analysis and conclusions were logical, and that it met
federal appraisal standards. As part of their review, the review appraisers
visually inspected the Ranch as well as other properties discussed in the
appraisal. The Service also used a market study, completed in June 1998, to
define the market and identify sales of properties that would be relevant to
the sale of the Baca Ranch. Consistent with the appraisal, the study applied
the sales comparison approach to estimate the Ranch’s value. The study
analyzed sales of 11 large ranch properties located in New Mexico and
southern Colorado (ranging from about 2,000 acres to about 95,000 acres)
and classified them as superior, equal, or inferior to the Baca Ranch on the
basis of several factors—such as the property’s location and size, the
presence of buildings or other improvements, and amenities such as trees
and water.® Using a valuation technique similar to that used in the

SFour of the 11 comparable properties identified in the Service’s market study were also
included in the 5 comparable properties identified as most relevant in the owner’s appraisal.
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appraisal, the study placed the Baca Ranch’s value between a property with
a price of $670 per acre (for about 16,000 acres) and another with a price of
$400 (for about 24,000 acres); one property was judged to be equal to the
Baca Ranch, at about $580 per acre (for about 11,000 acres). These values
range from about $390 to $660 per acre lower than the appraised value of
the Baca Ranch and suggest a total price about $37 million to $63 million
lower than the appraised value.

The chief appraiser said that the market study was useful and saved him
substantial time in reviewing the subsequent Baca Ranch appraisal because
it provided verified market information about the characteristics and sales
prices of relatively large western ranch properties. Furthermore, he said
the study allowed the Service’s managers to make an early assessment that
the agency would probably be able to approve an appraisal—which had not
yet been submitted to the Service—that would meet the price expectations
of the Baca Ranch’s owners. However, he also said that he did not consider
the market study’s values to be relevant to the appraisal because they were
not supported by physical inspections. We acknowledge the importance of
physical inspections in appraising property; however, even without such
inspections the market study provided market data on comparable
properties that indicate a lower range of value than estimated in the
owner’s appraisal. Again, recognizing its limitations, we computed the
weighted average per-acre price for the 11 properties in the market study;®
that average is about $450—a value about $610 lower per acre, or about $58
million lower in total than the Baca Ranch’s appraised value. Figure 3
shows the price per acre for the sales of the 11 comparable properties used
in the study, the indicated range for the Baca Ranch on the basis of those
prices, the weighted average price, and the appraised value of the Baca
Ranch.

*The market study indicated that the data were adjusted for several factors, and we did not
make any further adjustments to them.
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Figure 3: Price per Acre v. Total Acres for 11 Comparable Property Sales Included in
the Service's Market Study, the Indicated Range of Values and the Weighted Average
Price per Acre for These Sales, and the Appraised Value of the Baca Ranch
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The Baca Ranch’s
Uniqueness Was Cited
as a Key Factor in
Assigning It a Premium
Value

Our appraisal reviewer found that the owner’s appraisal complies with
professional appraisal standards;’ however, he disagreed with its
conclusion regarding the appraised value. He said that the information on
comparable sales presented in the appraisal indicate that the appraised
value should be lower. However, because he did not reappraise the
property or visually inspect it he did not estimate how much lower that
value should be. Furthermore, he said that data presented in the appraisal
suggests that when properties are very large, the price per acre flattens out
at a very low level, citing two large properties (90,000 acres and 580,000
acres) that were reported in the appraisal as selling for less than $200 per
acre.’

The key factor that was cited by the appraisers as influencing their ultimate
assessment of the property’s premium value—and by the Service’s chief
appraiser as influencing his decision to accept it—was the Baca Ranch’s
uniqueness. Specifically, the owner’s appraisal said that the Baca Ranch is a
unique property—due to characteristics such as its location, size, scenery,
and pristine appearance—and that purchasers of such “trophy ranches” as
the Baca Ranch are willing to pay premium prices for uniqueness.
Furthermore, the appraisal asserted that properties such as the Baca Ranch
that range in size from 10,000 to 100,000 acres do not follow the usual size-
price relationship in land—which says that as the amount of acreage
increases, the price per acre decreases. As a result, the owner’s appraisers
believe that the Baca Ranch’s size does not matter as much as its location,
usage, and other physical characteristics do and that the property should
bring a premium price because of these other factors. According to the
owner’s appraisal, no properties are truly comparable to the Baca Ranch;
therefore, the appraisers applied professional judgment and used
qualitative analysis to eliminate most of the larger and low-valued
comparable properties. They instead relied on two smaller comparable
properties to compute the appraised value, asserting that the two
properties are most like the Baca Ranch in terms of their location and
diversity of use. The appraisal then used the per-acre prices of these two

"See Uniform Standards of Professional Appraisal Practice, The Appraisal Foundation
(1998). These standards are incorporated by reference into federal appraisal standards.

8The appraisal discussed the 580,000-acre property but did not consider it to be comparable

because it had major limitations on its title and usage. The 90,000-acre property is the Baca
Location No. 4, and the appraisal considered it to be comparable.
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relatively high-priced properties to estimate the per-acre value of the Baca
Ranch and calculated the Baca Ranch’s total appraised value by multiplying
the per-acre value by the ranch’s acreage—a calculation that assumes that
the property’s total value is directly based on its size.

The Service’s chief appraiser agreed with the owner’s appraisal that the
Baca Ranch is unique and said that professional judgment was a key factor
in his review and approval of the appraisal. He said that the appraised value
for the Baca Ranch lies within the parameters of the existing market—that
is, it lies within the range of comparable sales data that are presented in the
appraisal. However, he also acknowledged that the appraised value for the
Baca Ranch is not clearly supported when one considers all the data from
the 16 comparable sales that are presented in the appraisal. He said that in
his review of the appraisal, he was initially very concerned that the
appraised value appeared to be too high, but then he visually inspected the
Baca Ranch and the comparable properties. In seeing the properties
firsthand, he said that on the basis of his professional judgment, the
relatively high value given to the Baca Ranch in the appraisal was
warranted. He did not provide more specific information about the basis
for his professional judgment, however, to support his approval of the
appraised value. He noted that an appraised value is only an estimate and
that appraised values normally have a tolerance of about 10 percent—that
is, the actual market value can reasonably be expected to be as much as 10
percent higher or lower than the appraised value—if the appraisal is based
on a lot of data (such as many comparable sales). When an appraisal is
based on fewer comparable sales—as is the case of the Baca Ranch—he
said that the tolerance level of the appraised value would be greater than 10
percent. In September 1999, the Service’s appraisers found that the
appraisal met federal standards and approved it.

Our appraisal reviewer said that he disagreed with the basic premise of the
owner’s appraisal, namely, that the Baca Ranch is unique and therefore
exempt from the usual size-price relationship. He said that the information
presented in the appraisal did not conclusively demonstrate to him that the
Baca Ranch is unique. For example, he noted that the appraisal presented
no clear evidence that the Baca Ranch property is the only large property
with streams, timber, and other amenities. He said that the appraisal
provides information showing that some of the lower-valued properties it
identified have physical characteristics that make them comparable to the
Baca Ranch. For example, some of the properties also reflect values
associated with keeping them undeveloped. Furthermore, he said that the
sales of these comparable properties clearly demonstrate the usual size-
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price relationship—size matters—and that the size of the Baca Ranch is a
relevant factor to consider in estimating its appraised value. For these
reasons, he said that the comparable sales support a lower appraised value.

Conclusion

The value placed on the Baca Ranch by the owner’s appraisal and agreed to
by the Forest Service is higher than would be indicated if it were based
solely on the sales prices of all the comparable properties. In arriving at
this value, the appraisers applied their professional judgment and relied
most heavily on two high-valued comparable properties, believing that the
Baca Ranch would and should bring a premium price. We believe it is
important for the Congress to be aware of the significance of this premium
in determining the property’s appraised value as it weighs its authorization
decision.

Agency Comments and
Our Evaluation

We provided the Forest Service with a draft of this report for its review and
comment. The Service fundamentally disagreed with the information and
conclusion contained in our draft report. The Service’s disagreement
focused on four basic areas. These areas of disagreement and our
responses are presented below.

First, the Service asserted that our report is inconsistent with federal
appraisal standards because it was not prepared by qualified appraisers
who visited the Baca Ranch or any of the comparable properties. Our
review was not, nor was it purported to be, an appraisal. As our report
clearly states, our review was limited to evaluating the extent to which the
value established in the owner’s appraisal was consistent with data on
comparable property sales—presented in the owner’s appraisal and in the
Service’s market study—and determining other key factors that influenced
the appraisal’s final outcome. Neither we nor the independent appraiser we
hired to assist us attempted to reappraise the Baca Ranch. In addition,
neither we nor our independent appraiser visited the Baca Ranch or any of
the comparable properties because the property owner’s representative
told us that the Baca Ranch was inaccessible due to winter conditions
during the limited time available for our review.

Second, the Service asserted that we are inconsistent in raising questions
about the appraised value yet finding that the owner’s appraisal complied
with federal appraisal standards. We do not believe our findings are
inconsistent. Federal appraisal standards generally address appraisal
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procedures and documentation—rather than outcomes. Different
appraisers can use the same data and follow the same methodology in
appraising a property, apply different professional judgments to develop
different values, and still comply with the standards. As we state in our
report, the owner’s appraisers asserted that the usual size-price
relationship in land is not an important factor in valuing the Baca Ranch,
relied on two high-valued but smaller comparable properties to calculate a
per-acre value for the Ranch, and then multiplied this per-acre value by the
ranch’s acreage to develop the appraised value of $101 million. This
appraised value reflects a premium over what it would have been, had the
appraisers determined that the usual size-price relationship in land applied
or had the appraised value been computed on the basis of all 16 sales of
comparable properties that they identified.

Third, the Service asserted that we used an inappropriate arithmetic
analysis in reviewing the owner’s appraisal, misapplying the concept of
“comparable” properties and discounting the uniqueness of the Baca
Ranch. We do not believe that our approach was in any way inappropriate.
As our report makes clear, we analyzed the data presented in the owner’s
appraisal on the 16 property sales because the appraisers themselves
considered the properties to be comparable to the Baca Ranch in one or
more ways (such as location, topographical features, and usage). Our
report also clearly states that the owner’s appraisers used their
professional judgment to eliminate most of these properties in estimating
the appraised value because they believed that the Baca Ranch is unique—
and would therefore bring a premium price as reflected in the higher-valued
(and smaller) comparable sales. Nonetheless, if the appraised value were
based solely on the sales prices of all 16 comparable properties, it would be
lower. Although a weighted average does not reflect all of the factors
affecting a property’s value, it shows that on average, the value of the 16
comparable properties is about $670 per acre (or $37 million less in total
than the appraised value).

Fourth, the Service asserted that we erroneously used the Service’s market
study. This assertion is not accurate. Our report clearly states that the
market study, although it was not an appraisal, identified and evaluated the
degree of comparability between the Baca Ranch and 11 properties that
were recently sold, on the basis of several factors, including size. The
market study provided market data on these 11 comparable properties and
indicated a range of values for the Baca Ranch between $400 per acre and
$670 per acre (or, respectively, $63 million to $37 million less in total than
the appraised value).
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In summary, our review was never intended to represent a reappraisal of
the Baca Ranch. Instead, we evaluated the owner’s appraisal and analyzed
data on comparable property sales that were presented in it. On the basis of
that work, we conclude that the value placed on the Baca Ranch by the
owner’s appraisal and agreed to by the Service is higher than would be
indicated if it were based solely on the sales prices of all the comparable
properties and reflects a premium. We continue to believe that the
Congress should be aware of this premium as it makes its authorization
decision on the purchase of this property.

The full text of the Service’s comments and our responses are in appendix
I

We are sending copies of this report to other appropriate congressional
parties and the Honorable Daniel R. Glickman, Secretary of Agriculture.
Copies will also be made available to others upon request.

If you or your staff have any questions, please call me at (202) 512-3841.

Key contributors to this report were Jay R. Cherlow, Jennifer L. Duncan,
Alan R. Kasdan, and Sue Ellen Naiberk.

T s

Barry T. Hill
Associate Director, Energy, Resources,
and Science Issues
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Congressional Committees

The Honorable Ted Stevens
Chairman

The Honorable Robert C. Byrd
Ranking Minority Member
Committee on Appropriations
United States Senate

The Honorable Slade Gorton

Chairman

The Honorable Robert C. Byrd

Ranking Minority Member

Subcommittee on Interior and Related Agencies
Committee on Appropriations

United States Senate

The Honorable Frank H. Murkowski
Chairman

The Honorable Jeff Bingaman

Ranking Minority Member

Committee on Energy and Natural Resources
United States Senate

The Honorable C.W. Bill Young
Chairman

The Honorable David R. Obey
Ranking Minority Member
Committee on Appropriations
House of Representatives

The Honorable Ralph Regula

Chairman

The Honorable Norman D. Dicks

Ranking Minority Member

Subcommittee on Interior and Related Agencies
Committee on Appropriations

House of Representatives

The Honorable Don Young

Chairman
The Honorable George Miller
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Ranking Minority Member
Committee on Resources
House of Representatives

Page 19 GAO/RCED-00-76 Baca Ranch Appraisal



Appendix |

Comments From the Forest Service

Note: GAO’s comments
supplementing those in the
report’s text appear at

the end of this appendix
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See comment 1.
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Comments From the Forest Service

See comment 2.

See comment 3.
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See comment 4.

See comment 5.
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The following are GAQO’s comments on the Forest Service’s letter dated
February 25, 2000.

GAQO’s Comments

1. As we discussed with the Service when we began our review, the
mandated 90-day time frame for this review limited the time available
to the Service for its comments. We met with the Service on February
10, 2000, to discuss the tentative results of our review.

2. Neither our review nor that of our independent appraiser was
represented to be an appraisal of the property. We asked our
independent appraiser to review the appraisal, and he did so in
accordance with the requirements in Standard 3 of the Uniform
Standards of Professional Appraisal Practice. According to this
standard, in reviewing an appraisal and reporting the results of that
review, an appraiser must form an opinion of the adequacy and
appropriateness of the report being reviewed and must clearly disclose
the nature of the review process undertaken. It does not require that
the reviewer visit the appraised or comparable properties—only that he
disclose whether or not he did so.

3. According to the Service's comments, it “made arrangements for the
GAO team to visit the Baca Ranch, but they did not avail themselves of
that opportunity.” In point of fact, the Service made no such
arrangements. On December 14, 1999, the Service’s chief appraiser only
provided us with the name and telephone number of the property
owner’s attorney and suggested that we telephone him to arrange a visit
to the Baca Ranch. When we contacted the attorney, he stated that the
Ranch would be accessible for only a few days during the following
week and then would no longer be accessible during our review time
frames due to winter conditions.

4. The Service comments that “in its examination of other sales, GAO only
looked at the elements of size and price and ignored other essential
elements for determining comparability.” Our examination of the
comparable sales identified in the owner’s appraisal and in the Service’s
market study did not ignore other essential elements; rather, we point
out that the appraisers asserted—and the Service agreed—that the
usual size-price relationship in land is not an important factor in
determining the comparability of these properties to the Baca Ranch.
The only adjustment to sales prices that was made by the appraisers
was to increase the reported sales prices for the five properties they
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considered to be most relevant to the Baca Ranch, by a factor of 4
percent annually, to reflect the annual increase in land values. We also
followed this technique in our analysis and made the same adjustment
to the reported sales prices of the remaining 11 comparable properties.

5. We do not believe that it is a contradiction for us to report that the
owner’s appraisal complied with federal appraisal standards and yet
show that the appraised value is not supported solely by the sales of the
16 properties identified as being comparable. As we state in our report,
appraisal standards generally address procedural and reporting
requirements for appraisals—not outcomes—and allow for the
application of professional judgment. Furthermore, according to the
Service’s chief appraiser, property appraising is not an exact science,
and appraisers may differ in their conclusions about a property’s value.

6. We agree that audit procedures are different from appraisal procedures.
However, we were not asked to reappraise the property; rather, we
were mandated—as an auditing organization—to review the appraisal.
In performing that review, we examined the owner’s appraisal and
considered the information it provided in support of its conclusion
regarding the property’s value. In addition, we examined the Service’s
review of that appraisal and additional information that the Service
provided us in its market study. We also hired an independent certified
appraiser to review the appraisal. Because the property owner told us
that the Baca Ranch was inaccessible due to winter conditions during
the limited time available for our review, we did not visit it or any of the
comparable properties during our review.

7. We do not believe the Service’s analogy is appropriate. Contrary to the
Service’s assertion, we did not array data for widely dissimilar
properties. Rather, we used the data on properties that were presented
in the owner’s appraisal as comparable in one or more ways to the Baca
Ranch. The data in the Service’s market study were also presented as
comparable properties. We also do not assert that the weighted average
should be used to determine a property’s fair market value, which may
be justifiably higher or lower. In asserting that our use of a weighted
average is inappropriate, the Service does not acknowledge that the
owner’s appraisers also computed weighted averages for several
comparable properties and used these figures in their discussion of the
relationship among those properties.
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8.

10.

11.

The Service states that our independent appraiser “ignored the fact that
a comparable sale also supported a higher price per acre.” This is
incorrect. Our appraiser considered all of the sales of comparable
properties presented in the appraisal. He found that these data clearly
demonstrate that the size of the Baca Ranch is a relevant factor in
estimating its appraised value and suggest that the price per acre for
very large properties flattens out at a low level.

We acknowledge in our report that the owner’s appraisal relied on
professional judgment and physical inspection to conclude that the two
properties were the most comparable properties to the Baca Ranch.
However, we do not believe that the appraisers demonstrated that the
relatively small size of these properties is less important than other
factors in determining the Baca Ranch’s value.

The Service asserts that we and our appraiser “discounted the
uniqueness of the Baca Ranch.” We recognize that the owner’s
appraisers and the Service’s chief appraiser believe that the Baca Ranch
is unique and that this was a key factor cited by them both as
influencing their decisions. However, as correctly quoted in the
Service’s comments, our report states that information presented in the
appraisal did not conclusively demonstrate to our appraiser that the
Baca Ranch was unique. Furthermore, our appraiser said that the
appraisal provides information showing that at least some of the lower-
valued comparable properties have physical characteristics that make
them comparable to the Baca Ranch.

The Service comments that its market study contained no conclusions
and did not value the properties because it is not an appraisal.
However, page 2 of the study states, “It is my opinion that as of June 2,
1998, the indicated range of values for the subject property are...[for
New Mexico and southern Colorado sales] greater than $400 but less
than $670 per acre with one sale at $583 per acre.” Furthermore, the
Service asserts that the market study did not use any valuation
techniques similar to the owner’s appraisal. This statement is incorrect.
The owner’s appraisal relied on a technique in which the five properties
it identified as being “most relevant” to the Baca Ranch were classified
as inferior, similar, or superior to the Ranch. Having made this
determination, the appraised value was estimated to be between that of
the highest-valued inferior property and the lowest-valued superior
property, and the final value was computed by applying weights to the
five properties. The Service's market study also used this qualitative
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approach to classify 11 comparable properties as superior, equal, or
inferior. Instead of estimating a single value for the Baca Ranch, the
market study presents a range of values indicated by this analysis. We
also note that 4 of the 11 properties identified in the Service’s market
study were included in the five comparable properties considered to be
most relevant in the owner’s appraisal.

12. The Service asserts that neither the market study nor GAO “complied
with the accepted appraisal requirements for accessing [sic]
compatibility [sic].” On the basis of information provided by the
Service’s chief appraiser, the market study is deficient because its
comparisons of the property are not based on visual inspections.
However, in reviewing the market study, we found that it presents an
analysis of characteristics of the comparable properties and of the Baca
Ranch, including such factors as the date of sale; property rights
conveyed; conditions of the sale; location; size; and amenities, such as
tree cover, water, and opportunities for hunting. While we recognize
that the study is not an appraisal, we also believe that its results provide
market information relevant to the Service’s decision to approve the
owner’s appraisal. Our analysis was not intended to be an appraisal,
which we clearly state in our report.

13. The Service asserts that the chief appraiser did not make the statement
that we attribute to him on page 8 of our draft report (now on p. 11).
The Service’s chief appraiser made this statement in a memorandum
that he wrote on January 12, 2000, which responded to questions we
had earlier asked of him. Specifically, we asked him to comment on the
difference between the market study’s indicated range of value for the
Baca Ranch and the value in the owner’s appraisal. Page 3 of that
document states the following:

“[The market study] was a very useful tool...in that it provided a verified market based
understanding of what had sold in the intermountain west and for what price(s). This
information was critical as the basis of the appraisal review and provided a current
knowledge base upon which to evaluate the...appraisal. It in essence saved the Agency
substantial time in the review process, and provided management with an early assessment
of probability as to if an Agency approved appraisal would meet the value expectations of
the property owners. Had the consultation indicated that the price expectations of the
owners could not be reflected in an Agency approved appraisal based upon the array of
unadjusted sale information, the negotiations would have most likely taken a different tact
[sic], and/or concluded before the appraisal was submitted to the Forest Service for review.”
(Emphasis added.)
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14. The Service comments that we erroneously imply that the chief
appraiser believes that the appraised value is not justified by
comparable sales data. The Service clarifies that the chief appraiser
considered the 2 higher-priced properties were comparable to the Baca
Ranch and that the remaining 14 were not. However, the chief appraiser
told us that until he viewed the property, he was very concerned about
whether the appraised value was supported by the comparable sales
information. Once he viewed the property, on the basis of his
professional judgment, he believed the relatively high value given the
Baca Ranch in the appraisal was warranted.
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